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LONG-RUN DEMAND 


POPULATION the United States num- 
bered more than 165 million July 
this year. This estimate exceeded the 1950 
Census count about million, more 
than per cent, and represented continu- 
ation the broad upsurge since 1940. The 
striking change the rate population 
gowth during recent years primarily the 
result sustained increase births. Dur- 
ing the war, the birth rate rose materially, 
registered further sharp rise after demobili- 
zation, and has held high levels during 
subsequent years. 

have witnessed not only marked in- 
crease population size during the last 
decade and half but also significant changes 
other demographic factors. The most pro- 
nounced increases occurred the number 
young children under and years age and 
the number persons years and over. 
The proportion married adults increased 
substantially. Household formation, following 
several years high levels, now increasing 
more slowly, although total population con- 
tinues its rapid expansion. Finally, important 
population shifts occurred during the war and 
postwar years—primarily the movements from 
the city the suburbs and the far west. 

From the viewpoint demand, all this 
adds two significant points. First, the 
potential civilian demand for goods and ser- 
Vices has never before been equaled. Second, 
the pattern consumer demand being 
modified the requirements our changing 
population. 
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The implications these facts for private 
business and government are momentous. In- 
creasingly, those business and government 
circles are showing greater awareness our 
changed population outlook. This fortu- 
nate. Population major long-run factor 
which should considered economic policy 
decisions. The success private business plans 
for capital expansion, product diversification, 
and marketing programs may enhanced 
foreseeing population developments. Similarly, 
government—at all levels—requires long-run 
projections order formulate adequate 
policies relative taxes, public works, com- 
munity development, and other activities. 

The primary purpose this article 
summarize population changes since about 
1940; indicate some developments that may 
emerge future years; and suggest 
cations for long-run demand, without attempt- 
ing exhaustive. Although population 
factors enter into the supply side our eco- 
nomic equation via the labor force, consider- 
ation potential output not the focus 
the present discussion. 


Economic 
Population Growth 


Prior World War II, economic thinking 
was conditioned strongly declining birth 
rate and the prospect static population. 
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Population Change 


UNITED STATES POPULATION WITH 
PROJECTIONS 1965 
Including Armed Forces Overseas 
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Projections involve following assumptions with respect to 
fertility: Series AA, “Present” levels (1954-1955) remain 
constant to 1975; Series A and B, 1950-53 rates remain 
constant te 1965; Series C, 1950-53 rates decline linearly 

from 1953 to roughly the prewar level by 1975. 


SOURCE: Bureau the Census. 


The longstanding decline the birth rate was 
accelerated the and early and 
the total number births dropped. Net im- 
migration fell insignificant levels. The aver- 
age annual rate population increase during 
the was about 0.7 per cent. 

This outlook, together with the heritage 
the depression and the passing the geo- 
graphical frontier, brought forth the concept 
economic maturity. Today, that thinking 
appears have been more than passing 
phase because the trend population growth 
has undergone dramatic upheaval. 

Entering the decade the total 
population was slightly more than 132 million. 
The birth rate was moderately higher than 
the and population growth was 
the upgrade. The expansion gained momen- 
tum the birth rate rose during the early 


years the war and jumped sharply 1947, 
succeeding years, with the birth rate hold- 
ing only slightly below the 1947 level, popula- 
tion growth averaged 1.7 per cent per year, 
This almost two and half times the 
average. 

Translating these rates into numbers reveals 
the absolute magnitude current population 
growth. Since 1945, the average annual num- 
ber births has been nearly 3.8 million. 
After taking into account deaths and net 
migration, total population increased aver- 
age well over 2.6 million year between 
mid-1946 and mid-1955. This the numerical 
equivalent adding the 1950 population 
Colorado and Nebraska each year. 

Looking ahead, estimated the 
Bureau the Census that the total popula- 
tion the United States 1965 will range 
from 186 193 million. The various projec- 
tions are based assumed levels fertility, 
mortality, and net immigration, together with 
the assumption there will major wars, 
major economic depressions, epidemics, 
natural catastrophes. The specific nature 
the fertility assumptions explained the 
note the chart containing the projections. 

should perhaps noted that releasing 
these projections, the Bureau the Census 
considered all reasonably possible. 
addition, was recognized that estimates fall- 
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ing outside the upper and lower limits the 
above projections may reasonable pos- 
sibilities. 

For purposes illustration, 1950-53 fer- 
tility levels remain constant 1965 (Series 
and B), average additions population dur- 
ing the next decade would run about 2.5 
million year. This would suggest slightly 
smaller annual increments than have occurred 
since 1946; nevertheless, they would quite 
large compared the past. 


the early and business and 


government made plans for the market and 
investment requirements population then 
growing the annual rate slightly more 
than 800,000 and expected increase 
more than some 900,000 year during the fol- 
lowing decade. Now the situation very 
much different. Since the end the war, total 
population has increased roughly three 
times those figures. Moreover, there reason 
believe that the annual increment during 
the next decade will continue near the level 
the years recently past. 

Our current population outlook holds im- 
portant implications for future levels in- 
come and employment. Although population 
growth alone does not ensure high level eco- 
nomic activity, the stimulus such demands 
this country has been favorable influence 
activity the past. Income and employ- 
ment are stimulated not only the consump- 
tion requirements rapidly growing popu- 
lation but also the more favorable outlook 
for investment. The famous British economist, 
Keynes, expressed this way: 

tion tends promote optimism, since 
demand will general tend ex- 
ceed, rather than fall short of, what 
was hoped for. Moreover mistake, 
resulting particular type 
capital being temporary over- 
supply, such conditions rapidly 
corrected.” 
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MARITAL STATUS THE 
ADULT POPULATION 
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Factors Higher Birth Rate 


abnormally high marriage rate was the 
principal factor leading higher birth rates 
immediately after the war. The marriage rate 
was higher during the early war years than 
during the previous prewar years and jumped 
peak 1946. that year, the number 
marriages reached 2.3 million. 
number persons reaching marriage age, 
lowering the average age marriage, and 
the increased proportion the adult popula- 
tion who married contributed the growth 
marriages. 

Since 1946, the marriage rate has declined 
rather steadily. The total number marriages 
1954 was estimated less than 1.5 million 
with rate 9.2 marriages per 1,000 popula- 
tion. This was the first year since 1944 that 
marriages fell short the 1.5 million level 
and the rate was the lowest since 1933. 

The decrease marriages since 1946 
related several factors. result the 
low birth rates the the number 
young people marriageable age has de- 
clined. During the first half the current 
decade, the number females reaching the 
median age first marriage (20 years) was 
the lowest for any 5-year period since the 
Only 5.3 million females were between 
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Population Change 


and years old 1950 compared with 
over million 1940. Looking ahead, the 
number marriageable-age classes will in- 
crease only slightly during the last half the 
decade (about 5.5 million were the 15-19 
age class July 1955) and rise substantially 
after 1960. 

second factor the decline the de- 
crease the single adult population. 
1954, two thirds the females over years 
age were married compared with per 
cent 1940. During the same time, the 
number single females (over years) de- 
clined nearly million. part, the in- 
creased proportion married females arises 
from changes the age distribution the 
population, the decline the marriage age 
since 1940, and favorable economic condi- 
tions. addition, marriage apparently has 
become more desirable goal because the 
decline the number single persons since 
1940 makes distinct break the long-term 
upward trend. 

Fewer marriages have resulted cor- 
responding drop births yet. More than 
million babies were born 1954, making 
the fourth successive record-breaking year. 
large share the births recent years 
attributable the growing number chil- 
dren per family. The significance this in- 


BIRTH RATES ORDER BIRTH 
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fluence disclosed statistics relating 
birth rates order birth. Second, third, 
and fourth births have increased noticeably 
since prewar years. The rate second births 
(per 1,000 native white adult females), for 
example, increased per cent from 1940 
1952 and came near the rate for first 
The third order rate nearly doubled during 
the same period. 1953 and 1954, these 
higher order births probably increased still 
more because not expected that the num- 
ber first births will show increase. 

Nevertheless, it-is reasonable expect 
dip births the current decade. The 
Bureau Census Series and projections, 
which assume continuation 1950-53 fer- 
tility rates for given age groups females 
1965, show decline the crude birth rate 
between 1955 and 1965. Even the projection 
birth rates based the somewhat higher 
1954-55 fertility rates (Series AA) dips slight- 
the period 1960 1965. This reflects the 
smaller number females born the 1930's 
entering the major child-bearing ages. 

Marriage and children are important part 
our standard living. Developments dur- 
ing recent years suggest that, under favorable 
economic conditions, part the gains from 
increased productivity will taken the 
form higher proportion married adults 
and more children per family. Just what part 
such gains will taken this manner 
the future difficult foresee. 


Changes Composition Influence 
Pattern Demand 


The growth higher order births has re- 
sulted pronounced increase the number 
medium-sized families and since 1950 
the average number children per family. 
During the the average number chil- 
dren under years old per family decreased 
spite the high birth rate that period. 
This grew out the fact that measurements 
average family size reflect births over 
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Bureau Census projections Series and which are based continuation 1950-53 fertility rates 1965. 


period several years, not recent years alone, 
and the fact that the number families was 
increasing faster rate than the number 
children under 18. Since 1950, however, the 
continued development families formed 
during and after the war has increased the 
number children per family. 

recent years, the effect this change 
family composition has been influencing con- 
sumer demand. Two notable examples are 
the expanded demands for larger houses and 
for station-wagon type automobiles—both are 
related part the requirements families 
with several children. These illustrations seem 
particularly good indicating how the 
increase our birth rate several years ago 
now affecting composition, well volume, 
demand. 

The most striking changes the composi- 
tion our population have occurred its age 
distribution. the present time, there are 
more children under and adults over 
than 1940. Fewer young people between 
the ages and may traced, course, 
the low birth rate the Some 
the implications this decline terms 
marriages and births have been indicated 
above. 

The number children represents 
one the most important population develop- 
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ments during recent years. The number 
children under years old increased per 
cent and those between and years old, 
per cent between 1940 and 1955. 
result, children under years old now con- 
stitute over per cent our total population. 

The influence these youngsters the 
composition consumer demand for par- 
ticular products and services may observed 
the increased volume and type things, 
ranging from toys and breakfast cereals 
specialized baby products and services, now 
available. these young people grow older, 
additional modifications may expected 
the pattern consumer spending. 

The impact this growth schools also 
generally well known. significant, how- 
ever, note that mid-1955 there were well 
over million children preschool age 
(under years); this increase about 
one eighth from 1950. Most these children 
will entering school during the next five 
years. 

Enrollment elementary and high schools 
will continue increase rapidly during future 
years. Elementary grades will sustain the 
major part the increase, although high 
school enrollment also will increase rapidly. 
The peak growth rate high school enroll- 
ment will come the early when the 
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large elementary classes this decade pro- 
gress that level. broad terms, there will 
four high school students 1960 and five 
1965 for every three today. 

the other hand, the number persons 
college age (18 years) declined be- 
tween 1950 and 1955. They will become 
slightly more numerous during the next sev- 
eral years. After 1960, the college age popula- 
tion will grow rapidly, the large number 
persons born during the war and postwar 
years reach years age. 

These statistics school age children illus- 
trate one important way which population 
developments affect the demand for govern- 
ment services. The specific impact terms 
building new school facilities 
ing teachers problem many communities 
are continuing wrestle. 


Household Unit Demand 


When, for housing and certain types 
homefurnishings, the household the basic 
unit demand, the relevant factor for 
analysis. household dwelling unit oc- 
cupied one more persons; dis- 
tinguished from family which defined 
two more persons related blood, mar- 
riage, adoption and living together. The 
difference between the number households 
and primary families (those including the 
viduals, who are defined household heads 
living alone with nonrelatives only. 

Married couple families comprise over three 
fourths all households. Other primary fami- 
lies are about per cent the total and pri- 
mary individuals account for the remaining 
per cent. 

The number households the United 
States was estimated about 47.8 million 
April this year. This represented aver- 
age annual increase about 850,000 since 
March 1950. The annual increment since 1950 
has been lower than during the latter part 


CHANGES HOUSEHOLDS 
COMPONENTS 
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(Thousands) 


April 1940—April 1947 


Per cent 
April 1947—March 1950 1,525 
Per cent 100 
March 1950—April 1955 267 


Per cent 


SOURCE: Bureau the Census. 


the 1940’s but higher than during the early 
the late the annual increase 
numbered about 1.5 million and from 
1940 April 1947, about 600,000. 

The same basic factors influencing family 
formation, well some additional ones, 
affect the number households. our 
society, most married couples desire 
maintain separate living quarters when eco- 
nomic conditions permit it. Although the 
marriage rate was high during the early 1940's 
and the war years, the impact household 
formation was offset continued doubling 
families and subfamilies. During the latter 
part the the marriage rate continued 
high, and with high income the amount 
doubling declined. result, the average 
number husband-wife households increased 
almost 1.2 million year from 1947 1950. 
With the number marriages dropping off, 
the average annual increment married 
couple households was only about 400,000 
during the first half the Undoubling 
families continued but the magnitude was 
smaller than during the late 

connection with number households, 
interest note the influence the 
changing age composition the population. 
More aged couples are now maintaining their 
own households, partly because 
favorable income positions and partly because 
they are more numerous. 


| 

| 

Period 


vas 


The influence changes status 
also reflected household formations. 
Widowed and divorced persons form in- 
creasing proportion our population. During 
the recent years high income, growing 
proportion them, well single per- 
sons, have separate living quarters. About 
third the annual increase households 
during the first half the was due 
the larger number individuals maintaining 
their own households. 

Assuming continued favorable economic 
conditions, possible that even larger 
proportion individuals will maintain their 
own households. This would bolster the 
meager number households come 
from marriages during the next five years. 
Nevertheless, household formation during this 
decade will low compared with years im- 
mediately preceding and with the years 
after 1960 when the wartime babies reach 
marriageable age. 


The Influence Mobility 


moving population also leaves its mark 
demand. During the war and postwar 
years, substantial part the population has 
been the go. Nearly fifth have changed 
their address each year since 1947. The num- 
ber moving short distances (within the same 
county) far the larger proportion 
movers. Much this movement represents 
the shift population from the city the 
suburbs. 

About per cent the population has mi- 
grated into different state each year during 
the last years. large measure, this move- 
ment associated with the very high rate 
population growth the far west. 


and Long-Run Demand 


Probably the major effect these popula- 
tion shifts redirection demand, although 
has quantitative effects well. For ex- 
ample, the demand for community facilities 
has been higher reason migration. The 
number housing starts also probably has 
been affected the suburban movement. 
this case, however, the major impact has been 
the kind housing constructed. Single- 
family dwellings have become larger pro- 
portion new residential building. This de- 
velopment itself has had far-reaching im- 
plications. From have sprung host 
requirements for items such plants and 
shrubs, lawn seed, yard equipment, and house 
maintenance materials and tools. 

While considering the demand for housing, 
aspect which cannot neglected the 
migration population from farms cities. 
Recent Census data indicate that the number 
farm households declined about 150,000 
year during the first half the current decade. 
This shift has had important impact the 


demand for nonfarm housing. 


Conclusions 


The purpose this article has been de- 
scribe some recent developments the Na- 
tion’s population and suggest some the 
implications for demand over the long term. 
has been necessary, course, recognize 
—explicitly several instances—that other fac- 
tors also govern the long-run volume and 
composition demand. matter fact, 
multitude interacting forces—including 
population factors, income, standards liv- 
ing, and technological change—come into play 
demand the long run. For purposes 
analysis, however, logical and desirable 
consider the factors separately. 
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BANK RESERVES- Captured 


INDUSTRIES governments operate to- 
day without recourse commercial bank 
loans, either for accommodating seasonal 
fluctuations outlays and receipts for 
other purposes. Similarly, households use 
commercial bank loans extensively connec- 
tion with purchases automobiles, household 
durables, and real estate. the more than 
$600 billion public and private debt cur- 
rently outstanding, commercial banks have 
provided more than $150 billion, per 
cent. Moreover, for certain types credit— 
notably short and intermediate maturities— 
for certain classes borrowers, and certain 
locations, commercial banks supply virtually 
100 per cent loan funds. This source 
credit imparts elasticity our financial 
structure which essential long-term 
growth, well flexibility over short-run 
fluctuations. 

Despite widespread use bank credit and 
general familiarity with the 
formed banks, there limited understand- 
ing the unique process which banks 
extend credit and the significance loan ex- 
pansion. Even less clearly recognized the 
relationship commercial bank lending 
power the central bank and the manner 
which the latter performs its regulatory func- 
tion. Questions regarding the source com- 
bank loan funds, the connection be- 
tween availability loan funds and bank 
reserves and the ability the central bank 
create new reserves are fundamental full 
appreciation the role monetary policy 
the United States. Accurate appraisal 
business developments, well analysis 
investment opportunities, requires recognition 
the import commercial and central bank 


transactions. The discussion which follows 
intended increase comprehension these 
operations the end that those concerned with 
borrowing and with lending may contribute 
more effectively the formulation publie 


policy. 


Where Commercial Banks 
Obtain Loanable Funds? 


Serious misunderstanding with regard 
the source commercial banks’ loanable 
funds arises from two sources: first, the dis- 
tinction between the commercial banking sys- 
tem and other financial institutions fre- 
quently overlooked; and second, considera- 
tion commercial bank lending exclusively 
from the viewpoint individual bank ob- 
scures the over-all picture. 

Loanable funds are supplied the market 
from two basically different sources, savings 
and commercial bank credit. The former, 
savings, represents liquid funds which are 
withheld from consumption uses and made 
available borrowers either directly the 
saver indirectly through financial inter- 
mediaries. the end 1954, thrift institu- 
tions, such life insurance companies, mutual 
savings banks, and savings and loan associa- 
tions, held more than $120 billion savings, 
most which was placed loans. 

The provision loanable funds from sav- 
ings, however, merely process redis- 
tributing surplus liquidity from lender 
borrower. While many commercial banks 
hold some savings deposits, the major part 
commercial bank loans arise through dis- 
tinctive process and not depend upon 
ings previously placed with the banking sys- 
tem. Instead, the banking system creates the 


funds which lends. When commercial 
bank extends loan, the borrower receives 
credit his checking account equal the 
amount the loan. (The purchase se- 
curity bank accomplished similarly 
crediting the deposit the seller.) These in- 
creases checking accounts represent new 
money, which increases the spendable funds 
the hands borrowers (or sellers securi- 
ties) without decreasing money balances held 
other locations other persons. This 
the distinguishing feature commercial 
bank lending, for loans from other sources 
are accompanied decrease funds the 
hands others equal the amount the 
loan. The deposits the bank are increased 
when the credit entered the ledger, and 
subsequent drawing checks against the 
credit may cause shift ownership and 
location the deposit but does not eliminate 
The total deposits the banking system 
are higher than before the loan security 
purchase was made. 

The ability the banks create loanable 
funds not unlimited, however. Commercial 
banks the United States are required 
law maintain stipulated amount re- 
serve for each dollar deposits. the bank- 
ing system operated under per cent re- 
serve requirement, for example, reserves 
would support maximum deposits. 
The reserve ratio conjunction with the 
volume reserves possessed the banks 
places outside limit the amount de- 
posits the banks can carry and, therefore, 
the provision loanable funds from this 
source. 
How Are Bank Reserves Created? 

Since the limit creation credit com- 
mercial banks revolves around the size their 
sources reserves and the forms reserves 
which satisfy legal requirements. 

Legal reserves commercial banks take 
various forms, depending upon the statute 
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which the particular bank subject. For 
banks which are members the Federal Re- 
serve System, legal reserves consist solely 
balances carried deposit the Federal 
Reserve banks. Legal reserves nonmem- 
ber banks vary with state law, but most con- 
sist cash the own vault and de- 
posits carried with correspondent banks. 
few states have specific requirement. 

The sources bank reserves cause confu- 
sion some quarters. For individual bank, 
may appear that new reserves are obtained 
mainly through net inflow funds—that is, 
through favorable clearing balance 
checks from currency deposited custom- 
ers. The inadequacy this explanation be- 
comes immediately apparent, however, when 
applied commercial banks the aggregate. 
The deposits and reserve balances received 
bank the course day-to-day trans- 
actions represent equal and offsetting deposit 
and reserve losses other banks. The system 
banks cannot gain reserves through the 
mere shifting deposit funds. Insofar 
currency concerned, the banking system 
may gain reserves over short periods 
return flow from the public, but this sort 
movement restricted largely seasonal 
changes. Over longer periods, the record 
shows clearly that growth currency cir- 
culation has absorbed rather than supplied 
reserves the banking system. 

third possible source bank reserves 
would appear sale stock retention 
earnings. has been argued that banks, 
like nonbank lenders, increase their loanable 
funds adding retained business profits 
the savings outsiders. This source, like 
the attraction deposits, available 
individual bank but does not constitute 
source system banks. the extent 
that owners’ equities are increased the 
banks whole, deposit volume reduced 
rather than reserve balances increased. 
other words, the reinvestment profits 
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Bank Reserves 


changes the form bank liabilities from debt 
owed outsiders into owners’ equities. 

Having ruled out these possibilities, may 
proceed examination the elements 
which constitute sources reserves the 
banking system. These may most readily 
apparent from review the sources which 
have been responsible for the major gains 
bank reserves over the past years. the 
accompanying table and the discussion which 
follows, data member bank reserves rather 
than reserves all commercial banks will 
used. This limitation does not change the 
nature the problem, for nonmember bank 
reserves consist largely deposits member 
banks; these, turn, are related member 
bank reserves the same fashion any other 
deposit. Furthermore, the system member 
banks embraces about per cent commer- 
cial banking assets, and member bank reserve 
positions largely determine the availability 
bank credit the public. 

Between 1935 and 1955, total member bank 
reserve balances increased from billion 
$18.4 billion, net increase more than $13 
billion. This rise was accomplished mainly 
through two kinds action. First, the stock 
gold underwent rapid and continuous rise 
throughout the six years 1936-1941. Gold im- 
ports, together with domestic production 
the metal, built the monetary gold stock 
some $13 billion. Since 1941, there have been 
only relatively small changes the monetary 


gold stock, with the present level close 
$21.7 billion. The second major factor 
fluencing growth member bank reserves 
has been open-market purchases securities 
—chiefly Treasury issues—by Federal Reserve 
banks. These purchases amounted more 
than $22 billion and the net increase Re- 
serve bank holdings was concentrated the 
period 1941-1945, when wartime Treasury 
needs for loans were accommodated sig- 
nificant degree through the mechanism bank 
credit expansion. 

third element accounting for the growth 
bank reserves has been increase 
Treasury currency—composed greatest part 
silver certificates and coin. Though not 
important the gold movement Federal 
Reserve open-market operations, this factor 
provided gain approximately $2.5 billion 
member bank reserves between 1935 and 
1955. Changes Treasury cash and deposits 
brought the total gain member bank 
serves from Treasury operations the 20-year 
period $4.3 billion. 

Over the same period that these three fac- 
tors were supplying the major part $39 
billion inflow member bank reserve bal- 
ances, currency circulation increased 
nearly $25 billion. Although changes 
rency circulation have shown wide seasonal 
movements, there has been enormous 
growth the general level since 1935. This 
rise reflects demands the public for 


EFFECT CHANGES FACTORS INFLUENCING MEMBER BANK RESERVES, 


MID-1935 


MID-1955 


(Monthly averages daily figures, millions dollars) 


Gold stock 
holdings Treasury securities 
and other credit 
Treasury currency outstanding 
and other Treasury operations 
Money circulation 
All other factors 


Mid-1935 Mid-1941 
to to 
Mid-1941 Mid-1945 


Mid-1945 Mid-1935 
to 


Mid-1955 


Mid-1955 


24,528 


Factor 
—2,339 
+381 +1,570 
+66 +364 


rency meet current payments, well 
provide medium for holding savings. When 
banks obtain currency meet the needs 
their customers, they pay for the currency 
drawing their reserve balances the Fed- 
eral Reserve banks. Therefore, increase 
currency circulation absorbs correspond- 
ing amount reserve funds, and the extra- 
ordinary rise circulation since 1935 has ab- 
sorbed almost five times the total reserves 
held member banks 1935. 

may well this point explain how 
additions the monetary gold stock and ac- 
quisition securities the Reserve banks 
increase bank reserves. For example, 
import gold arising connection with 
international trade would sold the 
Treasury for storage its vaults. The Treas- 
ury would pay for this gold drawing 
its balance Reserve bank. The rise 
commercial bank reserves takes place when 
the seller the gold subsequently deposits 
the Treasury check his account com- 
mercial bank. The Federal Reserve banks 
replenish the Treasury account the Reserve 
banks subsequently accepting gold cer- 
tificates (issued against the bullion the 
Treasury) exchange for credit the 
Treasury balance. 

The purchase Government securities 
the Reserve banks the open market pro- 
vides reserves the banking system the 
following manner. The dealer who sells the 
securities from his portfolio receives ex- 
change check drawn Reserve bank. 
The dealer deposits the check his account 
member bank which turn receives 
credit its reserve balance the Reserve 
bank when the check collected. The funds 
represented this check are newly created 
the Reserve bank the occasion this 
purchase and constitute addition the 
receiving bank’s reserve balance exactly the 
same way that draft drawn another com- 
mercial bank would add its reserves. But 


Monthly Review November 1955 


Captured Created? 


with the difference that the check drawn 
the Reserve bank does not produce offset- 
ting subtraction from the reserve balance 
another commercial bank. The net result 
thus increase reserves held member 
banks and equal addition Government 
security holdings the Reserve banks. The 
mechanics this process are essentially sim- 
ilar the process whereby commercial banks 
create deposits through expansion loans and 
investments. the former case, deposits are 
created the books the Reserve banks 
and are termed member bank reserves, while 
the latter, the credit appears the books 
the member bank and called demand 
deposits. 

The impression seems exist that member 
bank reserves deposit with the Reserve 
banks furnish the basis for Federal Reserve 
purchase securities the open market. 
published statement asserted recently that 
member banks are required carry large 
proportion their deposits the Reserve 
banks and that these deposits which 
determine the ability the Reserve banks 
expand their security portfolios. This state- 
ment obviously confuses cause and effect, for 
makes the expansion Reserve bank se- 
curity holdings dependent upon the volume 
member bank reserves. fact, the relation- 
ship the bank reserve 
balances are increased result the 
decision the Federal Reserve execute 
security purchases the open market. The 
ability the Federal Reserve purchase 
securities the open market stems not from 
availability member bank funds but rather 
from Congressional statute. The Federal Re- 
serve Act authorizes the purchase Govern- 
ment securities the Reserve banks, with the 
consequent creation bank reserves. The 
only limitation this creation reserves 
the legally required relationship that gold cer- 
tificate holdings the Reserve banks shall not 
less than per cent the combined 
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Bank Reserves 


volume Federal Reserve notes actual 
circulation, member bank reserve balances, 
and Treasury and other deposits Reserve 
banks. 

If, asserted some, reserve balances 
were generated through deposit member 
bank funds with the Reserve banks, then re- 
duction reserve requirements logically 
would enable banks the aggregate with- 
draw reserve balances—for investment 
assets higher yield. This turn, 
alleged, would reduce the ability Reserve 
banks hold acquire Government secur- 
ities. Actually this not the case. Reduction 
reserve requirements would enable member 
banks acquire additional earning assets, not 
withdrawing reserve balances from the 
Reserve banks but creating additional de- 
posits through utilizing the excess reserve 
resulting from the reduction minimum re- 
serve ratios. Moreover, the ability the 
Reserve banks hold acquire Government 
securities would not restricted the re- 
duction member bank reserve requirements. 
noted above, the limitation such action 
the requirement per cent gold re- 
serve against member bank reserves, note cir- 
culation, etc., and this would not affected 
reduction member bank reserve re- 
quirements. 

Additional insight into actual sources 
bank reserves may gained examination 
alternative possibilities for meeting future 
credit needs. the economy continues ex- 
pand has the past two decades, there 
undoubtedly will demand for significantly 
larger quantities bank credit. From what 
sources will this expanded need for reserves 
met? Although there may fortuitous 
increases gold and silver stocks, these 
not represent dependable sources reserves 
for growing economy. Obviously, with 
larger volume transactions, currency cir- 
culation can expected expand and ab- 
sorb rather than provide reserve balances. 


CUMULATIVE EFFECT MEMBER BANK 
RESERVES FEDERAL RESERVE CREDIT 
AND ALL OTHER FACTORS, 1936-1955* 


BILLIONS DOLLARS 


BILLIONS 


ALL 
FACTORS 


*Based midyear dates. 


Therefore, elimination, clear that 
future increases member bank reserves 
necessary amounts can expected orig- 
inate, the bulk reserves has originated 
recent years, Federal Reserve actions. 
any event, whatever additions may made 
Federal Reserve holdings securities the 
future will not determined limited 
the size member bank balances deposit 
the Reserve banks. 


What the Function Bank Reserves? 


Originally, legal reserve requirements were 
imposed commercial banks for the purpose 
establishing minimum liquidity reserve. 
The reserve requirement was intended 
assure the ability banks meet demands 
for currency and deposit withdrawals. The 
provision required reserve liquidity 
cushion against unexpected losses, however, 
somewhat anomalous for, the extent that 
the reserve required minimum, the bank 
cannot withdraw meet claims (except 
tempered the extent that deposit losses re- 
duce reserve requirements, although only 
fraction the deposit. 

The major function required reserves 
the regulation bank credit and the money 


RESERVE 
CREDIT 
0 | 


supply. The reserve requirement lies the 
heart monetary control, for con- 
junction with legal minimum reserve ratio 
that variations the dollar level reserves 
can effectively influence bank lending. Pur- 
chase sale securities the open market 

the Federal Reserve impinges commer- 
cial banks only through their need main- 
tain minimum legal ratio between deposits 
reserves below the required ratio which causes 
refrain from extending loans and assum- 
ing further deposit liabilities. 


Conclusions 


Bank credit has been considered the fore- 
going discussion one the two basic 
sources loan funds. contrast loans 
made from savings—which involve only the 
transfer existing balances from saver 
borrower—bank lending involves creation 
new money. The expansion bank loans 
increasing the volume money existence 
makes possible increase spending. Many 
other factors also affect the volume spend- 
ing, tax and spending 
policy, private investment opportunities, and 
consumer spending decisions—but the avail- 


Captured Created? 


ability and cost loanable funds circum- 
stance continuing importance the level 
activity the economy. 

the creation cash which central 
the problem monetary policy, and the tools 
monetary control have been designed 
adapted regulate this creative process. The 
establishment legal minimum reserve 
ratio, together with limitation the volume 
reserves, the general approach employed. 
While limited and temporary adjustment 
reserve positions can accomplished through 
borrowing the Reserve banks, commercial 
banks have statutory power create re- 
serves and thereby expand the credit base. 
This power reserved Congress the 
Federal Reserve and the Treasury. al- 
terations the level bank reserves have 
been dependent upon action initiated the 
Federal Reserve alter its portfolio Gov- 
ernment securities the Treasury issue 
gold certificates. Such action not taken 
enhance the earnings the Reserve banks nor 
accomplished from member bank funds. 
carried out under Congressional author- 
ity create new reserves and for the pur- 
pose ensuring supply credit adequate 
for the needs the economy. 
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LIVESTOCK PRICES 


Reserve 
City Country 
Member Member 
District Banks Banks 


and 
Aug. Aug. 
1955 1955 


States 


Tenth Dist. 
Missouri* 
Nebraska 
New Mexico* 


Oklahoma* 


Wyoming 


*Tenth District portion only. **No reserve cities this state. *City only. City, Mo., only. City, 


Aug. Sept. 


District Check Department 
Payments Store Sales Building 
and Principal 
Metropolitan Percentage change—1955 from 1954 


PLANT EQUIPMENT 
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Consumer Price Index 
Country Wholesale Price 
Member Prices Farmers 

Banks Prices Paid Farmers 


Revised. 


TENTH DISTRICT BUSINESS 


Year 


date 


Tenth Dist 
Denver 
Wichita 
Kansas City 
Omaha 
Okla. City 


Tulsa 


BANKING THE TENTH DISTRICT PRICE INDEXES, UNITED 

Deposits Index 

Banks 


